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INSPECTOR GENERAL’S MESSAGE

I am issuing this nineteenth Semiannual Report to the Congress of the U.S. Department of
Labor’s Office of Inspector General (OIG) in accordance with the provisions of the Inspector
General Act of 1978 (P.L. 95-452).

Inmyprevious Semiannual Report,I had mentioned that the Office of Inspector General would
be preparing consolidated audited financial statements for the Department of Labor for fiscal
year 1986. The need for these statements is fully consistent with the thrust of various
memoranda, agreements and reports of the Treasury Department, the Office of Management
and Budget, the Comptroller General, the President’s Council on Management Improvement
and the Grace Commission. I am pleased to report that these statements were completed and
that a report has been issued for the Department that presents the financial statements,
financial highlights, an analysis of those statements and significant supplemental financial in-
formation.

The Department of Labor is the first cabinet level agency to have such an audit of its annual
financial statements, and this is the first Office of Inspector General to have audited an entire
Federal department. Even as we report this event, the Department’s audited financial
statements for fiscal year 1987 are being prepared.

DOL management is to be commended for its support and commitment to produce these
reportsannually. Asaresult of this accomplishment, the President, the Congress, the Secretary,
the Office of Management and Budget and the public can use these annual statements to reach
moreinformed judgments concerning the assets, liabilities and costs of the Department’s major
programs.

During this reporting period, we also issued the first of several nationwide program results
audits of the Job Training Partnership Act (JTPA). The review tested whether the congres-
sional objective of increasing tax revenues and reducing welfare and unemployment costs that
had been envisioned for JTPA was being achieved. While program results have been achieved
today because of the performance standards issued by the Employment and Training Admini-
stration, the law has still not yet been fully implemented and a significant opportunity to
influence JTPA priorities has been missed.

I am gratified that several of the significant investigative cases described in this report were the
result of referrals by DOL program agencies or were precipitated by calls to the OIG hotline.
The increases that we have been able to realize in the number-of convictions and dollars
recovered, in part, can be attributed to the spirit of cooperation that exists between the OIG
and the program agency staff.



The Department’s executive staff has also been very diligent in closely working with us to follow
up on instances of program fraud. When program management and employees take an active
interest in the prevention and detection of fraud, waste and abuse, then the OIG can have a
much greater impact on deterring crime and removing and preventing criminals from
continuing to prey upon Department of Labor programs.

Based on our success in this past reporting period and those activities that are now under way
for the next reporting period, the OIG will:

conductinvestigative initiatives to more effectively control fraud against the Department
by medical providers;

issue a comprehensive report on the effectiveness and efficiency of OFCCP enforcement
operations;

issue a comprehensive audit report on the Job Corps program, including audited financial
statements and a full program statistics review and

issue the first annual report detailing the implementation of the Program Fraud Civil
Remedies Act.

Finally, I wish to express my pleasure at having the opportunity to work with the Secretary of
Labor, Ann Dore McLaughlin. I greatly appreciate the cooperation and support of the
Secretaryand her management team to effect management and operational improvements and
to make a concerted effort to implement our recommendations.

I alsowant to cite the excellent performance of the dedicated OIG employees whose hard work

has produced the accomplishments contained in thisreport. We all share in the success of these
efforts.

J. BRIAN HYLAND
Inspector General

it



OVERVIEW

This semiannual report covers the activities of the Department of Labor’s Office of Inspector
General for the period October 1, 1987 through March 31, 1988. During this period, audit
initiatives resulted in numerous economy and efficiency findings and recommendations
regarding Agency operations: the OIG issued 375 audit reports on program activities, grants
and contracts. The Office of Investigations (OI) opened 915 cases and closed 586 cases. OI
investigations resulted in 391 indictments and 345 successful prosecutions. The Office of Labor
Racketeering (OLR) continues to focus on corruption in employee benefit plans by account-
ants, attorneys, bankers and other fund administrators and advisors. During this period, OLR
investigations produced 71 indictments and 46 convictions. Convictions established a predicate

for the potential civil recovery of $1.4 million.

EMPLOYMENT AND TRAINING
ADMINISTRATION (ETA)

JTPA Participant Training
and Employment

OIG issued the first of several reports on data collected
during our nationwide program results audit of JTPA
programs. We will use our series of reports to address
questions of program performance. (See page 1.)

OIG also issued an interim letter report on issues
relating to the inappropriate use of fixed unit price
contracts to procure JTPA services and training as well
as potential duplication of services between JTPA
operators and State Employment Security Agencies.
(See pages 6 and 8.)

JTPA CRIMINAL PROSECUTIONS AND
RECOVERIES

We are continuing to investigate instances of fraud
against the JTPA program through a variety of schemes.
OIG uncovered instances of kickbacks, ghost corpora-
tions, false claims and charges to JTPA for non-program
costs which rob vital resources from a program aimed at
helping the American worker. (See page 29.)

SESAS’ FIELD AUDIT PROGRAM AND
HIGH RISK EMPLOYERS

State Employment Security Agencies (SESAs) main-
tain employer field audit programs to ensure that
employers are paying the proper amount of State unem-
ployment taxes. Most State agencies are not identifying
the truly“high risk” employer. OIG assisted three states
who voluntarily participated in a test to develop a com-
puterized system to identify those employers. (See page
10.)

EMPLOYMENT STANDARDS
ADMINISTRATION (ESA)

FECA and Non-Federal Workers’
Compensation Techniques

OIG completed a study of various non-Federal workers’
compensation programs which identified practices and
techniques which could improve timely benefits deliv-
ery, increase operating efficiency and contain program
costs. (See page 12.)



FECA and Black Lung Fraud

OIG investigations continue to uncover individuals who
are improperly receiving benefits from the Federal
Employees’ Compensation Act (FECA) permanent
compensation rolls. These individuals have fraudu-
lently collected hundreds of thousands of dollars from
the Federal government while running businesses or
working full-time. Since these former employees may
remain on the compensation rolls for years, the poten-
tial for very significant loss is great. (See page 27.)

Unscrupulous medical providers who defraud both the
FECA and Black Lung programs and their claimants
also are a continuing problem. Proactive investigations
resulted in uncovering several doctors, therapists and
health care firms who defrauded the compensation
programs. (See page 27.)

Davis-Bacon Violations Rob Workers
of Just Wages

Our investigations uncovered several firms falsifying
wage records to cover the underpayments to employees
in violation of the Davis-Bacon Act. Davis-Bacon
requires the payment of specific wage rates for work on
Federal projects. (See page 28.)

PENSION AND WELFARE BENE-
FITS ADMINISTRATION (PWBA)

The Role of the Independent Public
Accountant in ERISA

OIG reported previously that audit reports prepared by
Independent Public Accountants (IPAs) for pension
and welfare plans covered by ERISA could not be relied
upon to disclose violations of the law. Two of our
recommendations concerned PWBA working with the
American Institute of Certified Public Accountants
(AICPA) to ensure that IPA audits meet appropriate
requirements and standards and that PWBA implement
a quality control program. Recently OIG and PWBA
met with the AICPA. The AICPA agreed to cooperate
with DOL and will establish a committee to revise
industry guidelines. OIG continues to urge PWBA to
develop a quality control program which will ensure that
IPA reports meet ERISA reporting requirements,
AICPA standards as well as identify substandard re-
ports and their attendant remedial action. PWBA has
strongly disagreed withthe OIG recommendation. (See

page 15.)
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DEPARTMENTAL MANAGEMENT

Financial Management

During this reporting period, OIG issued an audit
report on the Department’s fiscal year 1986 consolidated
financial statements. The Department is the first cabi-
net level agency to audit its financial statements and this
is the first financial audit by an Inspector General of an
entire Federal department. In addition, OIG audited
the financial statements of ETA, ESA and OSHA. In
conjunction with these audits, OIG evaluated and re-
ported on the internal controls of many of the
Department’s accounting systems. (See page 18.)

EMPLOYEE ETHICS AND
INTEGRITY

Although the OIG has presented an ethics and integrity
program for DOL employees, the large sums of money
handled by employees continues to lure them into
defrauding the programs they administer.

(See page 29.)

OFFICE OF LABOR
RACKETEERING (OLR)

OLR continues to investigate corruption in employee
benefit plans, labor-management relations and internal
union affairs. Benefit plan corruption remains the
highest priority, with 65 percent of resources dedicated
to this critical area.

A halimark of the OLR program is its participation in
joint investigations with other agencies as an effective
means of leveraging limited enforcement resources
against the most egregious racketeering problems.
Sixty-three percent of indictments and 72 percent of
convictions reported during this period resulted from
joint investigations.

Particularly noteworthy is a joint investigation with the
Attorney General for the Commonwealth of Pennsylva-
nia that resulted in criminal complaints charging rack-
eteering against 15 Roofers Local Union officials and a
follow-up civil complaint filed by the U. S. Attorney in
Philadelphia against Roofers Local 30/30B under the
provisions of the Racketeer Influenced Corrupt Organi-
zations statute. This complaint seeks a court-appointed
trustee to the union as a relief from the criminal activity
that has characterized its operations. (See page 37.)



OTHER ACTIVITIES

Legislative Proposals

The OIG reviewed nearly 400 legislative and regulatory
items during this reporting period. While we com-
mented on a number of these legislative proposals, we
particularly opposed the proposed House substitute to
the Senate-passed version of S.496 which would effec-
tively preclude the use of many computer matching
applications. Matching has provento be an effective and
appropriate tool to detect and deter fraud, waste and
abuse in government programs. (See page 39.)

President’s Council on Integrity
and Efficiency (PCIE)

In a special study for PCIE, the Office of Audit reviewed
coverage of administrative and indirect costs to deter-
mine whether the provisions of OMB Circular A-128
and the AICPA’s Audit Guide were sufficient and
whether alack of coverage resulted in charging unallow-
able costs to Federal programs. We found that approxi-
mately $612 million of indirect costs were not audited as
required by OMB Circular A-128 at 15 of 18 governmen-
tal entities visited. To improve audit oversight and safe-
guard Federal funds, the Compliance Supplement for
Single Audits of State and Local Governments should be
expanded to include detailed audit procedures for re-
viewing indirect costs. Further, audit-determined rates
should be established as part of the single audit process.
(See page 41.)



OFFICE OF AUDIT

During this reporting period, 375 audits of program activities, grants, and contractswere issued.
Of these 37 were performed by OIG auditors, 19 by CPA auditors under OIG contract, 137 by
state and local government auditors and 182 by CPA firms hired by grantees.

The Office of Audit section of this semiannual report is divided into three chapters. The first
chapter contains information on audit activities in the Department’s programs. Chapter 2
highlights our progress in evaluating the Department’s system of financial management (see
page 18). Audit resolution is reported in Chapter 3 (see page 25). Money owed the Depart-
ment is covered separately later in this report (see page 45). An Appendix follows which
contains tables of audit reports issued and resolved as well as OIG’s financial statements for

fiscal year 1987.
Chapter 1
Agency Activities

them in obtaining productive employment. Under

EMPLOYMENT AND TRAINING
ADMINISTRATION

The Employment and Training Administration (ETA)
administers programs to enhance employment oppor-
tunities and provide temporary benefits to the unem-
ployed. This mission is accomplished through employ-
ment and training programs authorized by the Job
Training Partnership Act (JTPA), the Unemployment
Insurance (UI) program authorized by the original
Social Security Act and other Federal laws, and the
Employment Service (ES) authorized by the Wagner-
Peyser Act.!

During this reporting period, OIG had significant audit
activity in JTPA and UI programs.

Job Training Partnership Act

The purpose of the Job Training Partnership Act
(JTPA)isto provide job training to economically disad-
vantaged individuals, individuals with special barriers to
employment, and dislocated workers in order to assist

!n fiscal year 1988, authorized staffing is 1,695 and ETA’s budget is
$20.8 billion. Of that amount, $2.5 billion is for State Ul and ES
operations, $14 billion is for the UI'Trust Fund, $3.8 billion for JTPA,
$331 million for Older Workers and $141 million for Trade Readjust-
ment Allowances.

Titles IT and ITI of JTPA, the Secretary of Labor grants
funds to 59 states and entities which, in turn, distribute
them to service delivery areas (SDAs) and other organi-
zations. Grants are used for adult and youth programs,
summer youth programs and dislocated worker assis-
tance. Fiscal year 1988 budget authority for these
programs is $2.8 billion.

Generally, OIG concentrates its JTPA review efforts on
evaluating major JTPA components. Our reviews go
beyond the normal, routine financial and compliance
audits, which are the responsibility of the States under
the Single Audit Act, and evaluate the economy, effi-
ciency and effectiveness of operations from a nation-
wide perspective.

ADULT AND YOUTH PROGRAMS

Title IIA (Adult and Youth Programs) of JTPA, a
system of block grants to States to support local training
and employment programs, received approximately
$1.8 billion in funding during program year 1986 for
training services for disadvantaged adults and youths.

Enacted in 1982, JTPA replaced the Comprehensive
Employment and Training Act (CETA), a Federal job
training program enacted in 1973. In a departure from
CETA, the Congress mandated that criteria be devel-
oped to measure the return on the investment in human



capital. Section 106 of the Act states that:

“Inorder to determine whether that investment has
been productive, the Congress finds that:

(1) itis essential that criteria for measuring the
return on this investment be developed; and

(2) the basic return on the investment is to be
measured by the increased employment and
earnings of participants and the reductions in
welfare dependency.”

Further, the Congress suggested the following factors
be used for determining whether the basic measures are
achieved: placing and retaining participants in unsub-
sidized employment; increasing their earnings; and
reducing the number of individuals and families receiv-
ing welfare and the amounts of such payments.

Performance Standards

Intended to be performance-driven, JTPA relies on
standards to ensure that the program is a productive
investment in human capital. The standards also enable
governors to determine whether SDAs receive rewards,
need technical assistance or require sanctioning,

ETA establishes national program performance stan-
dards. However, governors have the option of adjusting
the standards to accommodate local conditions using
methodology developed by ETA or establishing stan-
dards of their own.

ETA recently published standards for program years
(PYs) 1988 and 1989. For the first time, these standards
address performance of participants 3 months after they
leave the program. A table of the national performance
standards established by ETA follows.

JTPA NATIONAL STANDARDS

PY84-85 PY86-87 PY88-89

Adults
Entered Employment Rate 55% 62% 68%
Average Wage at Placement $491  $491 $4.95

$5704  $4374  $4500
9% 51% 56%

Cost per Entered Employment
Welfare Entered Employment Rate

PY84-85 PY86-87 PY88-89

Youth
Entered Employment Rate 41% 43%  45%
Positive Termination Rate 82% 5% 5%

Cost per Positive Termination $4900 34900  $4900
Employment Enhancement Rate N/A N/A  30%

Post-program
Followup Employment Rate N/A N/A  60%
Welfare Followup Employment Rate N/A N/A  50%

Weeks Worked in Followup Period  N/A N/A 8
Weekly Earnings of all Employed
at Followup N/A N/A  $177

A Return on Investment

The JTPA program has the potential to show a sizable
return on investment, as envisioned by the Congress, by
increasing tax revenues and reducing welfare and unem-
ployment costs. This can be realized through training
that focuses on long-term, more stable employment and
increased income for participants.

OIG Nationwide Audit

The OIG’s objective was to conduct a nationwide pro-
gram results audit to determine whether the program is
performing in the manner envisioned by the Congress.
In doing so, OIG assembled and automated a substan-
tial amount of information from a random sample of 58
SDAs operating widely divergent programs.

During this semiannual period, OIG issued the first of
several reports on the data collected during the audit.
The report entitled Participant Training and Employ-
ment addresses only a portion of the data. A subsequent
report is being prepared on service provider contracts
and other areas of analysis remain open for future
reports.

Highlights of the report follow.
WHO ARE THE PARTICIPANTS?

Approximately 60 percent of the participants are adults
and 60 percent have a high school education or better.
The typical participant has prior work experience but
has received no previous subsidized job training. The
great percentage of participants were receiving neither
public assistance nor unemployment compensation
prior to enrollment.



ARE PARTICIPANTS GETTING JOBS?

Approximately 70 percent of all participants enter un-
subsidized employment. The remaining 30 percent are
unemployed.

PARTICIPANT EMPLOYMENT

Teow | i : IR
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70
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ARE JOBS RETAINED?

Of the participants who enter unsubsidized employ-
ment following training, 58 percent retain employment
in their first job, 16 percent enter a second job and 26
percent become unemployed within an average of 4
months following training. On the average, over 70
percent of the participants who leave the first job do so
within 60 days.

[ PARTICIPANT RETENTION iN EMPLOYMENT
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ARE EARNINGS INCREASED?

In comparison with their wages prior to JTPA training,
youth participants’ wages increased an average of 40
cents an hour. Wages for adults aged 22 to 34 increased
an average of 83 cents an hour. Average decreases
occurred for both adults aged 35 to 44 (36 cents an hour)
and aged 45 or more ($1.35 an hour).

Over 70 percent of the participants employed after
JTPA training earn less than $5.00 per hour.

AVERAGE HOURLY WAGES
BEFORE AND AFTER JTPA

UNDER AGE 22

AFTER

I BEFORE

IS DEPENDENCY ON WELFARE REDUCED?

Considering only those participants who have been out
of training for more than 90 days, JTPA results in an
average reduction in public assistance of approximately
5 percent for adults and no reduction for youth. The
remaining participants (approximately 50 percent) do
not receive public assistance either before or after the
training,

WELFARE DEPENDENCY
BEFORE AND AFTER JTPA

ADULTS

NO WELFARE

80
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In addition, we collected data on the training provided
to the participants.

HOW DOES TRAINING IMPACT EMPLOYMENT?

Overall, participants who complete training in a specific
occupational skill experience higher rates of employ-
ment and average hourly wages than participants who
receive only non-occupational training, such as job
search or remedial education.

Ofthe on-the-job training (OJT) and classroom training
participants who enter unsubsidized employment, ap-
proximately 75 percent of OJT participants and slightly
over 50 percent of classroom training participants are
initially employed in occupations related to their train-
ing. OJT participants employed in related occupations
tend to be retained longer, and classroom participants
earn higher average wages.

Completion of training clearly affects the employment
andretention of public assistance recipients. Recipients
who complete training have higher employment rates
and longer retention than those who do not. However,
75 percent of adult public assistance recipients who do
not remain in their first job do not obtain further
employment.

WHAT TYPES OF TRAINING ARE CONDUCTED?

Almost all participants who receive occupational train-
ingare enrolled in either OJT (47 percent) or classroom
training (46 percent). Additionally, 59 percent of par-
ticipants who receive non-occupational training are
enrolled in job search assistance. About 50 percent of
the training in specific occupations is in clerical, sales
and service occupations.

ARE PARTICIPANTS COMPLETING TRAINING?

Approximately 80 percent of all participants complete
training. This holds true for participants trained in
specific occupational skills as well as those trained in
non-occupational areas.

WHAT ARE TRAINING LENGTHS AND COSTS?

Training lengths vary widely as do costs. For example,
our data shows a variance for training a fast-foods
worker from a low of 57 hours to a high of 417 hours
(weighted average 203 hours). The direct costs for such
training are anywhere from $144 to $798 (weighted
average $464).

Overall, training lengths for specific occupational train-
ing average 6 months or less. Lengths for non-occupa-
tional training vary depending upon the type of training
with job search assistance lasting 1 month or less and
general /remedial education lasting up to 3 months.

Charges associated with placement and retention are
often as much as charges associated with training.
National average direct costs, not including administra-
tive or support services costs, are:

Training Placement Difference

Adults
Youth

$1,029 $842 $187
$ 953 $819 $134

For example, direct costs for adult classroom training
average $1,221 per participant and placement costs
average $1,194 per participant. Direct costs for youth
receiving general /remedial education average $950 per
participant and placement costs average $657 per par-
ticipant.

WHAT DO PARTICIPANTS THINK OF
THE TRAINING?

Over half the participants say they enroll in the training
either because they “just wanted a job” or are “inter-
ested in the training.” More than 80 percent of partici-
pants thought the training was worthwhile; those who
did not said the training was insufficient to meet their
needs. Almost 60 percent of the participants who fail to
complete the training drop out for another job or for
personal reasons.

WHAT DO EMPLOYERS THINK OF
THE TRAINING?

About 60 percent of the employers who receive subsi-
dies to provide OJT training say that they would have
hired the participants without subsidies and approxi-
matelythe same percentage of employers actually retain
the participants after the subsidies end.

Just over 30 percent of the employers who receive
subsidies to provide work experience training say they
would have hired the participant without the wage
subsidy and 15 percent of them retain their youth
participants,



CONCLUSIONS

With total funding of JTPA’s Title IIA standing at
approximately $6.9 billion since October 1983, the
program has focused primarily on placement of partici-
pants in unsubsidized employment. To this end, the
program has achieved a 70 percent “entered employ-
ment” rate.

According to our audit results, however, the program is
not focusing on hard-to-serve individuals--the popula-
tion segment where, potentially, the greatest return on
investment can be realized. Additionally, our data
shows that the rates of retaining participants in jobs,
increasing their earnings and reducing welfare depend-
ency are not encouraging. For example, the program:

--targets participants who are easy to place (60 per-
cent high school graduates or better);

--trains participants, 47.5 percent of whom end up
unemployed 4 months after training (29.7 percent
never employed, 17.8 percent not retained);
--shows net changes in average hourly wages from
increases of 40 cents to 83 cents for participants
through age 34 and decreases from 36 cents to $1.35
for participants age 35 and older;

--reduces only slightly the number of participants
on public assistance (4.9 percent for adults, no re-
duction for youth);

--emphasizes short-term training (approximately 3
months on the average);

--spends almost as much money on placement as
training; and

--subsidizes training costs for OJT participants,
about 60 percent of whom employers would have
hired anyway.

We believe that program results to date have been
achieved because of performance standards established
by ETA. The standards emphasize placement and have
effectively influenced the placement rate. However,
standards to focus the JTPA system on providing train-
ing which influences long-term, more stable employ-
ment and increased income for participants have not
been fully established.

As aresult, ETA has not yet fully implemented the law
and has, consequently, missed a significant opportunity
toinfluence JTPA priorities in such a way as to maximize
the return on investment.

RECOMMENDATION

In our draft report, issued to ETA on September 30,
1987, we recommended that the Assistant Secretary for
Employment and Training implement standards, as
required by the Act, necessary to realign program pri-
orities toward increased employment and earnings of
participants and reduced welfare dependency; and
properly measure the return on the investment.

Subsequent to our draft report, ETA announced pro-
posed standards for program years 1988 and 1989 in the
Federal Register (December 16,1987). These standards
include measures of employment, job retention and
earnings 3 months after participants terminate from the
program. Finalstandards were announced inthe March
7, 1988, Federal Register.

We agree that this is a step in the right direction and
recommend that ETA develop a means to demonstrate
that the program is showing a productive return on
investment as envisioned by the Congress.

ETA Response

OnMarch 25,1988, ETA responded to our final report.
In the response, they took issue with the following
aspects of the report.

PERFORMANCE STANDARDS

ETA stated that our implication that performance stan-
dards are the sole determinant of whom the program
services and how it serves them is incorrect.

OIG collected data from 58 randomly selected SDAs
and projected that datato national estimates. In viewing
the program results as a national aggregate, the primary
factors influencing the program’s direction have been
the performance standards. The standards, which until
recently have emphasized placement, have caused the
programto show a high placement rate while rates of job
retention, increased wages and reductions in welfare de-
pendence have not been as encouraging.

CONTROL GROUP

ETA stated concerns about the study because OIG did
not use a control group to determine program results.



OIG’s objective was to perform a before and after
comparison. Further, we believe that the lack of a
control group did not affect the validity of the results as
reported.

ACTION BEING TAKEN BY ETA

ETA concluded its response by describing action being
taken as stated below.

... ETA has for some time been working to
develop and implement a methodology to measure
thereturn oninvestment of JTPA. However, a valid
estimate of program effectiveness requires use of a
research methodology based on random assign-
ment.

ETA believes thatthe best wayto work towards
measuring return on investment is through our
National JTPA Study. In this project, aset of SDAs
are using random assignment in accepting program
applicants. When the study is completed, we expect
to have 30,000 individuals in the treatment group
and 15,000 individuals in the control group.

A special feature of this study is its quasi-ex-
perimental component. At the same sites we are
conducting random assignment of program appli-
cants, we are also sponsoring baseline and followup
surveys of individuals who are eligible for the pro-
grambut have not applied. Theseindividualswillbe
used as anon-experimental comparison group tobe
tested against the true control group. Once all
follow-upinterviews are completed, we will attempt
to develop non-experimental techniques using the
comparison group that matches [sic] the experi-
mental results.

Ifsuch non-experimental techniques can be de-
veloped through this project, ETA could then rou-
tinely measure the return on investment of JTPA
programs without having to use random assign-
ment. Suchresults, however, are several years away
and it is possible that no satisfactory or widely
accepted non-experimental techniques will be
found.

During the upcoming semiannual period, OIG will
review ETA’s methodology for measuring the returnon
investment and will determine whether that approach
will adequately resolve our audit recommendation.

JTPA PROCUREMENT AND SERVICE
DELIVERY PROCESSES

On September 15, 1987, OIG issued an interim letter

report to the Assistant Secretary for ETA on two issues
arising from audit work that focused on JTPA procure-
ment and SDA operations. The report cited (1)
inappropriate and ineffective use of fixed unit price
contracts (FUPCs) in the delivery of JTPA services and
training; and (2) potential duplication of services be-
tween JTPA operators and State Employment Security
Agencies (SESAs). We raised theseissuesto ETA atan
early stage in our audit because of their potential to
negatively impact JTPA operations.

Fixed Unit Price Contracts

Published Federal regulations allow costs to be charged
to training as a single unit charge, which does not have
tobeallocated to the program cost categories of admini-
stration, training and services, if the agreement:

(i) Is for training; (ii) Is fixed unit price; and (iii)
...Stipulates that full payment for the full unit price
will be made only upon completion of training by a
participant and placement of the participant into
unsubsidized employment in the occupation
trained for and at not less than the wage specified
in the agreement.... [20 CFR 629.38(¢)(2)]

INSUFFICIENT FEDERAL GUIDANCE

Failing adequate Federal requirements or guidance,
service delivery personnel have procured JTPA services
through FUPCs using State or local procurement re-
quirements which are neither prescriptive nor defini-
tive. As a result, our audit showed contracts which
inadequately defined what constituted training as well
as contracts which resulted in considerable profit to
both public agencies and private contractors.

Published Federal regulations are unclear and confu-
sion exists as to whether FUPCs were intended for use
only with individual participants or whether they could
also be used for the umbrella operation of an SDA or
service provider; and whether actual expenditures must
be tracked by contractors to allow for proration of, or
allocation to, nontraining cost categories if the contrac-
tual requirement for specific placement or youth com-
petency is not achieved.

We believe the States and SDAs have made a legitimate
effort to understand and apply the Federal regulatory
language. However, their lack of experience in negoti-
ating FUPCs, confusion over regulatory wording and
ETA’ssilence on FUPCuse or restrictions, have created
an environment which may result in noncompliance



with program intent, reduced program effectiveness,
lack of accountability and inaccurate cost reporting.

Tostrengthen the program, we recommended that ETA
clarify the terms of 20 CFR 629.38(e)(2) to further
define the use and restrictions of FUPCs. That clarifi-
cation should include issuing policy regarding accumu-
lation and use of profits by JTPA operators and the
maintenance of records identifying specific elements of
revenue and expenditures related to FUPCs.

FEDERAL CLARIFICATION AND DEFINITION
NEEDED

Inresponse to our report, ETA concurred with the need
to further define and clarify the use of FUPCs which
conform tothe limitations of 20 CFR 629.38(¢)(2). ETA
cited a “policy initiative” begun in April 1987 which pri-
marily focused on collecting data related to current
State and local FUPC practices. This data collection
was to culminate in the issuance of a Training and Em-
ployment Guidance Letter (TEGL) on FUPCs in Octo-
ber 1987 with a concurrent Federal Register notice of
policy interpretation on the issue; and a November 1987
publication of proposed rule-making on public agency
“profits.”

The referenced TEGL was issued November 18, 1987,
“.. . to inform the JTPA system of growing concerns
about poor contracting practices and possible misappli-
cation of fixed unit price, performance-based contracts
which are charged to training under the provisions of 20
CFR 629.38(¢)(2), and to request the cooperation of
States and SDAs in reviewing related practices and
policies.”

While OIG had hoped the TEGL would, in itself,
provide further definitive guidance to the JTPA system
sufficient to correct the problems at the earliest possible
date, we do applaud ETA’s official recognition of the
problem in the form of this guidance letter. We under-
stand that OMB direction at the time JTPA was imple-
mented may have caused ETA initially to assume a
“hands-off” attitude. However, given the demonstrated
need for definitive guidance, we believe that ETA must
act immediately to assert its role as a true partner in the
JTPA system.

In preparation for issuance of a FUPC policy interpre-
tation, ETA issued an options paper in the March 11,
1988, Federal Register, which further canvasses the
JTPA system on questions of interpretation of the
Federal requirements at 20 CFR 629.38(¢)(2). The
paper presents both short-term and long-term options

to further clarify or define these Federal FUPC require-
ments.

IMMEDIATE CHANGES NEEDED

OIG is continuing to review the effectiveness of FUPCs
as a vehicle to deliver JTPA services and training. As a
result, we have not yet drawn a final conclusion on the
desirability of this contracting methodology. However,
immediate changes are needed to address deficiencies
cited in our September 15, 1987, letter report. Inaccord
with the options presented by ETA in the Federal
Register, OIG supportsthe positions enumerated below.

Training

FUPCs should clearly specify the occupation or youth
competency for which the training is designed. To the
extent that FUPCs also finance non-occupational train-
ing or noncompetency-related activities (e.g., intake,
assessment, job search assistance and basic or remedial
education), such activities must support training and
placement in a specific occupation or attainment of a
specific competency, as defined in the contract.

Given the above position, umbrella contracts, which do
not specify either the occupations to be trained and
placed in or the competencies to be obtained, are not
eligible for single unit charging in accordance with 20
CFR 629.38(e)(2).

Payments to Contractors

Incremental payments on FUPCs are advances against
payment for the full performance--either attainment of
specified youth competencies or placement in a speci-
fied occupation. A full performance requirement for
placement should be placement of a participant at a
specific wage or group of participants at an average
specified wage. Failure to achieve full performance
should result in reimbursement of the advance.

If the service provider is unwilling to assume the risk
inherent in fixed unit price, performance based con-
tracts, a cost reimbursement contracting methodology
should be utilized instead.

Profits

Revenues in excess of costs should be used to further
JTPA program activities. Profits should be recorded
and reported as program income for non-profit and
government entities. Profits for private, profit-making
enterprises should be kept to a reasonable level.



Potential Duplication of Services
Between JTPA and State Employment
Security Agencies

Our interim letter report also identified that SDAs
appeared to be conducting direct placement programs
which duplicated placement functions performed by the
SESAs.

SEPARATE PROGRAM INTENT

The distinct purposes of the JTPA programs and
Employment Service (ES) programs are defined in
legislation. JTPA, Section 2, states that the purpose of
the program is to remove the employment barriers
facing eligible individuals by providing training. The
Wagner-Peyser Act (governing ES operations), Section
7(a) statesthat the purpose of ES is to provide job search
and placement services to job seekers. Further, JTPA
Sections 107(b) and 141(h) prohibit the use of JTPA
funds to duplicate existing services and facilities.

FEDERAL CLARIFICATION AND GUIDANCE
NEEDED

While prohibition against the use of JTPA funding for
duplicative services and facilities is addressed by statute,
the DOL implementing regulations are silent. Further,
ETA has not issued other clarification or guidance on
the issue of JTPA direct placement activity and its
potential for duplicating the existing ES function. JTPA
operators are unsure how DOL views direct placement
activity in SDAs where an ES office is operating. The
absence of definitive guidance, coupled with pressure to
meet performance standards, prompted some SDAs to
operate programs which utilize direct placement as a
major operational component.

The lack of ETA guidance and resulting operator con-
fusion appear to have created situations where:

--JTPA programs are serving job-ready clients who
canbe directly placed by ES rather than concentrat-
ing on individuals who need training; and

--JTPA and ES have collaborated to provide direct
placement servicestoasingle areaand eachrecords
aplacement in their system for the same individual.

ETA Response

ETA believes OIG may have failed to understand the
history of the JTPA and SESA systems, stating:

Under JTPA, the State and its SDAs have con-
siderable responsibility for assessing the training
and employment needs of each locality, and deter-
mining the most appropriate program response.
Section 501 of JTPA contains various amendments
tothe Wagner-Peyser Act whichinclude the rolesof
Private Industry Councils (PICs), local elected
officials, and the JTPA State Job Training Coordi-
nating Council (SJTCC) in developing proposals
for local and Statewide SESA annual plans of
service.

Inlight of the foregoing, itis not possible for the
Federal partner in JTPA to provide
"definitive guidance" on the missions of JTPA and
SESA programs in any given State or locality. The
flexibility allowed the State and its SDAs in adjust-
ing programs and agency priorities is clear. Finally,
it should be pointed out that double-counting of
clients served in a SESA system who are also en-
rolled in JTPA activities is a non-issue. No abuse is
involved here; the issue was explored extensively
under previous program legislation. Double-
counting is usually inevitable since services may be
provided separately but occur simultaneously, or
most often if the SESA is a service provider under
contract to JTPA. Efforts to transfer clients be-
tween data systems are hopelessly complicated,
costly, and present a major obstacle to coordinated
use of Wagner-Peyser and JTPA resources. If the
Department were to require this, as has been
attempted in the past, it would actually be encour-
aging duplication of services.

Continuing OIG Concerns

OIG believes ETA’s role to provide the JTPA system
with national policy leadership and oversight includes
“definitive guidance” on such issues as concentrating
services on those individuals most in need of training
rather than job-ready clientele. We also believe the
practice of double counting the performance credits of
JTPA and ES programs is not a “non-issue.” While
coordinated use of Wagner-Peyser and JTPA resources
is desirable, we believe reporting duplicate perform-
ance statistics is misleading.



Unemployment Insurance Program

The Social Security Act of 1935 authorized the Unem-
ployment Insurance (UI) program which is a unique
Federal-State partnership that is based upon Federal
law but is implemented through individual State legisla-
tion.

The States arc responsible for operating the program.
They are free to set the parameters of their operations
provided they conform to broad Federal guidelines.
This program is administered at the State level by the
SESAsin the 50 States and three other entities (District
of Columbia, Puerto Rico and the Virgin Islands). At
the Federal level, the Unemployment Insurance Service
(UIS) of ETA is charged with ensuring proper and
efficient administration of the Ul program.

In fiscal year 1988, total uncmployment benefits to be
paid are estimated at $14.1 billion.

FEDERAL SHARE OF THE
UNEMPLOYMENT COMPENSATION
PROGRAM

100th Congress’ Action on Extended Benefit
Work Search

As part of the Omnibus Budget Reconciliation Act
(OBRA) 0f 1987, the 100th Congress amended the time
period within which States had to comply with the “work
search” requirements of Public Law (P.L.) 96-499.

In an attempt to reduce Federal unemployment bene-
fits, P.L. 96-499, enacted by the 96th Congress, made
significant changes to the States’ rights to recover the 50
percent Federal share of extended benefits. The most
significant change was that, in order to be eligible for
Federal sharing of extended benefits, the States had to
implement an extended benefits work test requirement.
This requirement was intended to encourage an earlier
return to the work force by unemployed claimants,
thereby reducing the duration of State unemployment
benefits. The original effective date for States to comply
with these work test requirements was the first week of
unemployment beginning after March 31, 1981.

CONGRESSIONAL ACTION

The 100th Congress, 7 years after the fact, amended the
Federal-State Extended Unemployment Compensa-
tion Act of 1970 to provide that these work test require-

ments would apply “... only with respect to weeks of un-
employment beginning after October 31, 1981, except
that for any State in which the State legislature did not
meect in 1981, itshall be considered to apply for such pur-
pose onlywith respect to weeks of unemployment begin-
ning after October 31, 1982.”

This amendment in the OBRA of 1987 resulted from
significant political pressure from the States. On March
31, 1987, seven members (all from States with work test
audit disallowances) of the Senate Finance Committee
requested Secretary Brock to consider taking adminis-
trative action to withdraw or waive approximately $146
million in costs recommended for disallowance attribut-
able to extended unemployment benefit charges. The
disallowances were incurred by 16 States that did not
implement the work test requirements within the time
period allowed by the 96th Congress (P.L. 96-499).
Thirty-seven other States complied with the law in a
timely manner.

On June 9, 1987, OIG provided the Senate Finance
Committee with arguments as to why their proposal to
the Sccretary should not be implemented either admin-
istratively or legislatively. On Dccember 22, 1987, the
Congress passed Federal legislation that allowed the
$146 million of previously disallowed costs, thereby
shifting the funding burden from the 16 States’ employ-
ers to all 53 States’ employers.

ETA Management Report

During this period, we issued a report which discussed
decisions made by ETA in implementing the “waiting
week” provisions of P.L. 96-499, the Omnibus Recon-
ciliation Act of 1980. These provisions related to a
State’s entitlement to Federal reimbursement for the
first week of individuals’ extended benefits (EB) claims.

P.L. 96-499 provided that in order for States to obtain
Federal reimbursement for the first week of each
claimant’s extended benefit (EB) claim, the State law
must require claimants to serve a noncompensable
“waiting week” for regular unemployment compensa-
tion. States were given a grace period--until the end of
the first regular session of the state legislature that
ended more than 30 days after December 5, 1980--to
effect the “waiting week” legislation. The intent of
P.L.96-499’s waiting week provisions was to allow States
areasonable opportunity to enact “waiting week” legis-
lation.

In our opinion, these ETA dccisions were not in concert



with congressional intent and cost the Federal Govern-
ment approximately $40 million, which the “waiting
week” legislation was intended to avoid. The Federal
portion of the EB program is funded by the Extended
Unemployment Compensation Account -- funded by al
States” employers. Therefore, ETA’s decisions have
shifted the funding burden of this $40 million from the
three States which should have incurred these costs to
the employers of a/l States.

Our position remains that ETA should recover the $40
million from the affected States. We are awaiting ETA’s
response.

Hopefully, this summary report more clearly demon-
strates the inequitable effect of their position and will
allow them an opportunity to reconsider.

TECHNICAL ASSISTANCE REVIEW TO
IDENTIFY HIGH RISK EMPLOYER FOR
FIELD AUDITS USING SESA WAGE
RECORD FILES AND EMPLOYER TAX
FILES

All SESAs, as part of their continuing responsibility to
ensure proper and efficient administration of the States’
unemployment insurance law, maintain an employer
field audit program to determine if employers are
paying the proper amount of State unemployment taxes.

Achievement Levels

In December 1983, OIG issued a report on the SESAs’
field audit report program which showed that SESAs
generally were auditing only small employersin order to
meet the ETA’s desired level of achievement (DLA) of
auditing 4 percent of covered employers annually.
While ETA’s current DLA isalso 4 percent, one quarter
of these audits should be of large employers (at least $1
million taxable payroll or 100 employees). The OIG
report also indicated that most SESAs were randomly
selecting employers without any method of identifying
high-risk employers.

States require employers to file quarterly wage reports
detailing the total wages paid to each employee during
the quarter. Employers also file a quarterly tax report
which identifies total wages, taxable wages and excess
wages (wages in excess of taxable wages). Because of
the SESA’s accessibility to available wage records and
employer tax files, OIG concluded that a high-risk
employer profiling system was possible and solicited

three States to agree to participate in a test to develop
a computerized system to identify those employers.

Development of Model Programs

We developed model computer programs that compute
the amount of taxable wages for each employee based
on the State’s taxable wage base using the total wages
reported for each employee. By comparing the differ-
ence between OIG-computed taxable wages and total
taxable wages reported by the employer on the tax file
and extended by the employer’s tax rate, we have
identified potential underpaid tax in three States to-
talling $7 million. Of this $7 million, $2.9 million repre-
sents 890 employers with potential underpaid U taxes
of over $500 each.

A by-product of our high-profiling system are edit
programs that identify data entry errors. At the three
SESAs, we statistically sampled 423 apparent errors
and found that 99 percent of them would have been
corrected using our automated techniques.

State Response

North Carolina, one of the three participating SESAs,
wrote:

... [W]e feel that these programs are very valuable

tools in detecting possible under-reporting of tax-
able wages and underpayment of unemployment
insurance taxes. . .. We feel that the implementa-
tion of this program and subsequent follow-up
would better serve this Agency than to perform
audits merely for the sake of meeting ETA’s 4%
Desired Level of Achievement for Audit Penetra-
tion. For instance, we performed 1,207 audits for
the period January through March 1988 in which we
detected $26,110.00 in underpayments . . . and
$23,807.00 in overpayments of unemployment in-
surance taxes for a net underpayment of $2,303.
When these figures are compared to a collection of
$209,533.83 from 60 "OIG audits," it appears that
our time and money could best be spent processing
the cases detected by your auditors’ computer pro-
grams.

Summary

Additional potential underpaid taxes due with signifi-
cant dollar recoveries can be identified by the SESAs
using the model programs. The programs are particu-
larly useful when changes are made to a State’s taxable
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wage base. Associated automated correction of data
entry errors can eliminate time-consuming and costly
monetary redeterminations on UI claims and improve
the accuracy of wage data shared with other State and
Federal agencies.

UNEMPLOYMENT INSURANCE
AUTOMATION SUPPORT ACCOUNT

In fiscal year 1984, the Congress initiated the Unem-
ployment Insurance Automation Support Account
(UIASA) to fund improvements in Ul automation
throughout the national Employment Security system.
Since fiscal year 1984, approximately $20 million per
year has been appropriated to ETA and, in turn, com-
petitively awarded to the SESAs.

The OIG reviewed UIASA grants totaling approxi-
mately $11.5 million awarded to three SESAs for fiscal
years 1984-86. We also reviewed ETA’s role in the
UIASA grant process. We found that the ETA award
process works reasonably well and that UIASA funds,
for the most part, had been used as they were intended.
However, implementation of the UIASA projects has
not been without problems. Specifically, we found:

--two SESAs purchased $559,767 in ADP equip-
ment not authorized in UIASA grants;

--two SESAs used equipment valued at $1,067,992
for activities not authorized in approved UIASA
grants;

--two SESAs maintained questionable resources-
on-order totalling $445,000;

--one SESA charged $491,286 in excessive costs to
an approved grant project;

--in total, the three SESAs retained unused obliga-
tional authority and equipment of $38,355; and
--two SESAs provided no documentation for
$11,409,558 of UIASA program improvements.

We recommended, and ETA’s Assistant Secretary
agreed, that ETA could improve the quality of ULIASA
grant monitoring by monitoring the grants throughout
their life cycle; using monitoring results in the evalu-
ation of future proposals; and using personnel with ap-
propriate expertise to monitor large and complex
grants. In addition, we have recommended collection of
$1,257,911 and deobligation of $455,219 from the re-
spective SESAs.

Veterans’ Employment and
Training Service

The Veterans’ Employment and Training Service
(VETS) protects the employment rights of and provides
training and employment opportunities for veterans.
The four programs VETS administers are: Veterans’
Reemployment Rights program, Job Training Partner-
ship Act (JTPA) Title IV-C program, Local Veterans’
Employment Representative program and the Disabled
Veterans’ Outreach Program (DVOP). During this
reporting period, we conducted reviews of several
States’ DVOPs.

DISABLED VETERANS’ OUTREACH
PROGRAM

The Disabled Veterans’ Outreach Program (DVOP) is
implemented primarily by funding DVOP specialist
positions in the SESAs. For fiscal year 1988, DVOP is
funded for $72,400,000. The DVOP staffing level for
1988 is 1,891.

We conducted a review of the DVOP program in 15
SESAs. The objective of the review was to determine
whether these States were in compliance with Federal
laws and regulations in funding and filling fiscal year
1982 DVORP specialist positions.

As of this reporting period, reviews of four States have
been finalized and $1,497,690 has been recommended
for recovery. The majority of these costs, $1,316,068,
was identified for recoverybecause the States did not fill
the mandatory DVOP specialist staffing levels for fiscal
year 1982. The remaining $96,108 was erroncously
charged to DVOP by the States for services which
should have been charged to other programs or to fund
DVOP specialist positions with persons who did not
meet the three-tiered veterans’ preference criteria.

Beginning in fiscal year 1983, VETS instituted proce-
dures to ensure that only costs allowable to DVOP are
charged to that program. We recommended that
SESAs periodically review these procedures to ensure
that only appropriate DVOP costs are charged to
DVOP. In addition, we recommended that ETA and
VETS resolution officials recover the above costs, and
that SESAs review and as appropriate amend their
personnel policies to ensure that Federally-mandated
DVOP staffing levels are maintained.
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EMPLOYMENT STANDARDS
ADMINISTRATION

The Employment Standards Administration (ESA) is
composed of three program offices: the Office of
Workers’ Compensation Programs (OWCP), the Of-
fice of Federal Contract Compliance Programs
(OFCCP) and the Wage and Hour Division. During this
reporting period, we issued reports to the Divisions of
Federal Employees’ Compensation and Coal Mine
Workers’ Compensation within the Office of Workers’
Compensation Program (OWCP). OWCP administers
three laws providing compensation and medical bene-
fits, primarily for on-the-job injuries and occupational
diseases, to civilian employees of the Federal Govern-
ment, coal miners and longshore and harbor workers.

Federal Employees’ Compensation
Program

The Federal Employees’ Compensation Act (FECA) is
the sole form of workers’ compensation available to
Federal employees who suffer on-the-job injury or
occupational disease. DOL administers the Act, but all
Federal agencies influence how effectively it is imple-
mented.?

OWCP SHOULD EVALUATE
NON-FEDERAL WORKERS’

COMPENSATION TECHNIQUES TO
ASSESS THEIR ADAPTABILITY TO FECA

As part of OIG’s 5-year audit plan for OWCP, we
conducted astudy of various non-Federal workers’ com-
pensation programs. We attempted to identify practices
and techniques that could be adapted to the FECA
program and improve the timely delivery of benefits,
increase operating efficiencies and contain program
costs.

In studying the practices of State agencies, private car-
riers, self-insurers and third party administrators, we
identified techniques that streamline claims initiation
and processing; facilitate effective and efficient disabil-
ity management; and maximize the probability of
prompt return to work.

2Infiscal year 1988, FECA’s requested staffing level is %00 with a $54.6
million budget. The appropriation request for Federal employees’
compensation benefits totals about $1.2 billion. Approximately
50,000 claimants will receive long-term benefits and another 68,000
Federal employees will receive continuation of pay for short-term,
job-related injuries.

These techniques have evolved from each
organization’s satisfactory experience in managing
these activities. To achieve success, each technique
builds on and is closely tied to the others. A streamlined
claims initiation process results in timely benefit pay-
ments, establishes a positive relationship withthe claim-
ant and reinforces the claimant’s obligation to return to
work as soon as possible.

The Federal program can achieve improved results by
restructuring its intake and processing systems and
redefining the roles and responsibilities of the claimant,
employing agency and the Division of Federal Employ-
ees’ Compensation (DFEC). These modifications can
improve the timely payment of benefits, the efficiency of
processing claims and maximize cost containment ef-
forts.

Claims Initiation and Processing

Our study disclosed that good claimant care starts with
a streamlined system to initiate the claim, determine
eligibility, reassure the claimant and deliver timely
benefits. These procedures have two principles in
common: little reliance on the claimant and the em-
ployer to initiate and process claims; and personal
contact with claimants to provide reassurance and to
fully develop the claim.

If these practices are well executed during claim initia-
tion, a good foundation is built for managing the rest of
the case.

Non-Federal programs have found that if injured em-
ployeesreceive good care as soon asthey are injured and
if employers become constructively involved in creating
work opportunities, the duration of disability is more
likely to be minimized.

While DFEC’s goals are similar to those of the organi-
zations studied, the Federal system requires extensive
involvement and coordination between the claimant,
the employing agency and DFEC to initiate, develop
and process a claim.

DISABILITY MANAGEMENT

Our study showed that estimating future case costs,
based on the expected length of disability, is the primary
tool that insurers, self-insurers and third party adminis-
trators use to manage disabilities. Estimating case costs,
referred to by the workers’ compensation industry as
either a “reserve estimate” or a “loss cost estimate,”
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provides a measure of the total expected cost of a case.

These cost estimates enable claims personnel to de-
velopa sound case processing approach, estimate medi-
cal costs to identify problem cases, trigger early em-
ployer involvement and effectively measure perform-
ance.

DFEC also uses a variety of tools to manage disability
claims. However, these tools do not provide an estimate
of total case costs or a monetary trigger to identify prob-
lem cases.

We believe that estimating case costs provides an effec-
tive tool to manage disability benefits, particularly in
establishing priorities and controlling long-term costs.
However, the agency believes that, in view of the geo-
graphic dispersion of claimants, the wide variation in
wage rates and other variables, other estimating tech-
niques such as medical forecasting of anticipated dis-
ability may be more effective.

MANAGING TIMELY RETURN TO WORK

While non-Federal and Federal organizations share the
belief that early return to work is best for all concerned,
each has different approaches to accomplish this objec-
tive. In certain respects, we believe that carriers and
self-insurers have an easier task because they have more
consistently established trust through personal contact
with the claimant and have triggered earlier employer
involvement.

In contrast, the Federal program’s current task of
establishing trust is more difficult because of the exten-
sive coordination required between DFEC and the
employing agencies. Further, DFEC does not have the
authority to require employing agencies to take a more
active role in reemployment efforts nor is there an early
triggering mechanism to involve employing agencies in
return to work efforts.

Recommendation

Werecommended that the Director of OWCP evaluate
the techniques described in our report and assess their
adaptability to the Federal system. Specifically, we
recommended that OWCP pilot test and evaluate the
results of these techniques on a small scale in selected
locations.

OWCP Response

The agency believes that to take full advantage of OIG’s
present recommendations, it will be necessary to evalu-
ate many of its current procedures to assess their
effectiveness. The agency further noted that many of its
current procedures were implemented in response to
recommendations previously made by OIG and GAO.

Black Lung Program

ESA’s Division of Coal Mine Workers’ Compensation
(DCMWC) administers the Fedcral Black Lung Pro-
gram under the Black Lung Benefits Act, as amended.
The Black Lung Benefits Revenue Act of 1977 estab-
lished the Black Lung Disability Trust Fund (BLDTF)
to shift fiscal responsibility for Black Lung benefit
payments from the Federal Government to the coal
industry.

The Act provides for monthly compensation and medi-
cal treatment benefits to coal miners who are totally
disabled from pneumoconiosis arising from their em-
ployment in or around coal mines. The Act also
provides for monthly payments to eligible surviving
dependents. Benefit costs are paid by coal mine opera-
tors or by the BLDTF if no coal mine operator is liable
for payment.?

OIG used a computer to match DOL’s Black Lung
Program benefit payment files having a Pennsylvania
address with the Commonwealth of Pennsylvania
Department of Health’s mortality files for calendar
years 1982-86. The purpose of the match was to deter-
mine whether DOL’'s DCMWC continued to make
benefit payments on behalf of claimants or spouses after
their death.

Our review disclosed that payments continued for 31
individuals for a period of 4 to 62 months after their date
of death. Eightindividuals were still receiving payments
at the time of our review. The remaining 23 individuals
had received payments for 4 months or more before
benefit payments were terminated. The total benefits
paid out tothe individuals throughthe date of our review
amounted to $106,858. These cases were turned over to
the Regional Inspector General for Investigations for

¥To administer the program for fiscal year 1988, Black Lung has a
staffinglevel of 366 and a budget of $26.7million. The appropriation
for the BLDTF for disabled coal miners’ benefits totals $594.7
million. Approximately 84,380 claimants are expected to receive
monthly compensation benefits and an additional 53,000 miners are
eligible to receive medical benefits.
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followup to determine whether there were any impro-
prieties. As of December 1987, the Regional Office of
Investigations advised us that they had completed their
work on 2 of the 31 cases and recovered about $11,000.

In order to perform this review, we had to obtain the
widows’ social security numbers since DCMWC had not
routinely obtained or entered them into the automated
system. The social security numbers were provided
voluntarily by the survivors in accordance with the
Privacy Act of 1974. A review of DCMWC’s records
showed that 41.4 percent (2,360 out of 5,703 case files)
lacked widows’ social security numbers. In addition, an
analysis of calendar years 1985 and 1986 (the most
current years in our review) showed that 23.5 percent
(250 0ut 0f 1,064) of the matched records lacked the date
of death in the automated system.

Recommendations were made to:

--establish a system to monitor and independently
verify the benefit entitlement status of claimants
through computer crossmatching;

--routinely record social security numbers of all
benefit recipients and dependents in the automated
system at the time the miner’s survivor(s) apply for
benefits; and

--record in the automated system the date of death
as it becomes known.

DCMWC concurred with the recommendations and is
in the process of implementing them.

PENSION AND WELFARE
BENEFITS ADMINISTRATION

The Pension and Welfare Benefits Administration
(PWBA) administers the Secretary’s authorities under
two Acts which affect millions of individuals: the
Employee Retirement Income Security Act of 1974
(ERISA) and the Federal Employees Retirement Sys-
tem Act of 1986 (FERSA). Under these delegations,
PWBA is responsible for protecting the rights of ap-
proximately 64.5 million individuals covered by ERISA
and about 1 million Federal employees currently en-
rolled under FERSA. Assets held by ERISA plan
administrators and the Thrift Trust Fund under FERSA
are estimated to be in excess of $1.4 trillion and grow-
ing.4

%For fiscal year 1988, PWBA’s budget is $46.6 million and the
approved staffing level is S11.

Followup on PWBA’s Operations

During this reporting period, OIG updated its long
range audit plan for PWBA by evaluating the actions
taken onan earlier OIG survey report; by comparing the
requirements and general objectives of the Acts admini-
stered by the agency against the strategies, plans and
actions taken by the agency; and by evaluating the
actionstaken by management in fulfilling the three basic
functions of management: to plan, implement and, sub-
sequently, to assess the effectiveness of those plans and
their implementation.

Inresponse to the earlier OIG survey report and recom-
mendations made by the U.S. General Accounting
Office, PWBA has developed and issued an overall en-
forcement strategy document; has selected two key
areas for investigative emphasis; and has conducted the
first systematic evaluation of the targeting methods used
by the Office of Enforcement.

As a result of our current work, we recommended that
the Assistant Secretary:

--Complete the implementation of his plans for the
agency as soon as possible.

--Consolidate the Office of Policy Development
and Evaluations, the Office of Policy and Legisla-
tive Analysis, and the Office of Research and Eco-
nomic Analysis into a single office. The functions
performed by the three organizations are interre-
lated and manageable under the direction of one
office director.

--Consolidate the Divisions of Fiduciary Interpre-
tations and Regulations, Reportingand Disclosure,
and Coverage into a single division. The workload
and the staffing of the three divisions are manage-
able under one division.

--Establish an Office of Administration or elevate
the organizational level of the Management Sup-
port Staff of the Office of Program Services. The
centralized functions performed by this staff should
play an important internal control role for the
agency. ’

We also observed that the Deputy Assistant Secretaries
need to update the mission statements, performance
standards and job descriptions for the various office
directors under their direction. We recommended that
the Deputy Assistant Secretaries develop performance
standards tied directly to the objectives, goals and
expected output levels for the offices.
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We also recommended that the Deputy Assistant Sec-
retary for Operations:

--Require and establish a method for tracking time
against work accomplishments for all National Of-
fice components to enable the measurement of
output vs. the investment of resources.
--Consider revising the Accountants’ Opinion Proj-
ect to use more current information from pension
and welfare benefit plans. The present use of 1984
filings in 1988 is not the most effective way to reflect
PWBA as a progressive enforcement agency for
welfare and pension plans.

PWBA Response

The Assistant Secretary for PWBA informed us that he
would consider all recommendations.

Expanding the Role of the
Independent Public Accountant
in ERISA Enforcement

During this reporting period, OIG has had several
followup communications from the Assistant Secretary
for PWBA concerning a report mentioned in our last
semiannual report. That report, PWBA Should Expand
the Role of the Independent Public Accountantin ERISA
Enforcement, stated that audit reports prepared by In-
dependent Public Accountants (IPAs) for pension and
welfare benefit plans covered by ERISA could not be
relied upon to disclose violations of the law.

To improve PWBA'’s ability to protect the rights of plan
participants, we concluded that the usefulness of the
IPA reports needed to be improved. Our report made
several recommendations to the agency, two of which
are as follows:

--That, in conjunction with OIG, PWBA work with
the American Institute of Certified Public Account-
ants (AICPA) to ensure that IPA audits meet
ERISA reporting requirements and AICPA stan-
dards by revising the AICPA audit guide to incor-
porate additional auditing procedures and report-
ing standards, by encouraging the AICPA to estab-
lish an ERISA Practice Section and by assisting the
AICPA in developing and providing training to
interested IPAs nationwide.

--That PWBA develop and implement a quality
control program to ensure that: IPA audit reports
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meet ERISA reporting requirements and AICPA
standards, and that substandard audit work and/or
deficient audit reports are identified and remedial
action is taken.

The Assistant Secretary for PWBA disagreed with the
above recommendations. However, the Inspector
General and Assistant Secretary for PWBA recently
met with the AICPA to discuss the Department’s
ERISA role and the need for greater departmental
participation in the development of guidelines for use by
IPAs performing ERISA audits. The AICPA has
agreed to cooperate with the Department and is plan-
ning to establish a committee to revise the industry
guidelines.

OIG’srecommendation that PWBA quality control IPA
work remains unresolved and PWBA appears unwilling
to address the problem.

PWBA’S MANAGEMENT OF SYSTEM
DEVELOPMENT EFFORT CONTINUES
TO NEED IMPROVEMENT

OIG has continued to monitor PWBA’s efforts to
develop its ERISA Automated Data Base and Access
System. OIG has issued reports which identified weak-
nesses in system documentation and management over-
sight.

OIG recommended in our draft report that the Assis-
tant Secretary redirect the system development effort to
intensify coordination with IRS and continue to work
with IRS to critically evaluate each data element on the
Form 5500. Between the issuance of our draft and final
reports, OMB determined that IRS would continue to
input data that PWBA requested.

In our final report we concluded the following.

PWBA'’s System Development Effort Needs
Refocusing

Development of an automated data base system, by
itself, will not solve PWBA’s problems with data time-
liness and accuracy. Our review also identified that
major non-ADP problems were inadequately ad-
dressed: current efforts will develop neither a complete
conceptual design nor a complete set of technical re-
quirements. development planning was inadequate as
well.



PWBA’s Design Strategy Should Be Based
On An Improved Present System

PWBA’s current system development approach did not
consider improvements to the present system. OIG
found that PWBA has not implemented improvements
to the present system previously recommended by over-
sight groups and is not considering improvements to the
present system as a viable alternative in the current
system design strategy.

PWBA'’s Information Resources
Management Needs Strengthening

We found that the management structure for the system
development effort was inadequate and concluded that
PWBA lacksthe expertise needed to develop amajor in-
formation system. In our finalreport, we recommended
that the Assistant Secretary develop a project team that
reports to the project manager and assign to experi-
enced team members the responsibility for developing
adequate system documentation and requirements.

PWBA has taken many positive steps since our final
report. They have delineated the responsibilities of the
two project co-leaders, established an Executive Steer-
ing Committee to provide top management guidance;
negotiated and signed a Memorandum of Understand-
ing with IRS and OMB and begun to recruit technical
personnel for the Office of Information Resources
Management. However, much still needs to be accom-
plished.

OIG issued a Statement of Facts to PWBA project
leadership on March 10, 1988. The Statement of Facts
identified continued weaknesses with development of
system objectives, overall planning for the two develop-
ment phases (along with a lack of documentation) and
intra- and inter-agency participation in the planning
effort.

PWBA Response

In regard to the development of system objectives and
overall planning for the development phases, PWBA
stated that it had prepared a strategic plan to provide a
framework for further organizingthe work to be accom-
plished. The strategic plan anticipates that PWBA will
resolve the remaining issues and develop system objec-
tives over the next 2 months.

DEPARTMENTAL MANAGEMENT

Departmental management refers to those activities
and functions of the Department which formalize and
implement policies, procedures, systems and standards
to ensure efficient and effective operation of adminis-
trative and managerial programs. The Assistant Secre-
tary for Administration and Management has oversight
responsibility.

During this reporting period, we conducted projects in
Information Resources Management (IRM) where we
completed a review on Directorate of Information
Resources Management (DIRM) guidance and pro-
vided technical assistance to departmental task forces
on computer architecture and systems development
methodology. We also analyzed work done by the
Inspectors’ General community to monitor systems
development and presented our conclusions inareport,
PCIE Government-wide Systems Monitoring Activities,
to the President’s Council on Integrity and Efficiency
(PCIE).

Information Resources Management

DIRM OVERSIGHT OF DEPARTMENTAL
INFORMATION RESOURCES
MANAGEMENT CAN BE IMPROVED

From 1985-87, OIG audited IRM activities atthe agency
level. During this reporting period, as part of our 5-year
audit plan for IRM, we completed a survey of DIRM’s
Office of IRM Policy and Evaluation (QP&E). OP&E’s
mission is to provide oversight of, and central manage-
mentdirection for, DOL acquisition and use of informa-
tion technology and information resources.

Since January 1985, DIRM’s accomplishments have
contributed to improved management of information
resources in the Department. Specifically, we found
DIRM has developed and distributed departmental
policies and procedures for IRM planning and equip-
ment acquisition; has been responsive to findings and
recommendations in audit and other external reports;
and has developed an internal handbook for processing
ADP acquisitions.

We also noted a number of areas where additional audit
work would be appropriate. Based upon survey results,
we believe DIRM needs to improve internal documen-
tation supporting its review, analysis and approval of
agency IRM strategic plans, acquisition plans and IRM
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review reports; should finalize the Department’s per-
manent IRM review program; and needs to complete
the Department’s computer security policy. We also
believe that DIRM’s internal reviews of ADP acquisi-
tions may not fully comply with departmental policies
and procedures outlined in the Department of Labor
Manual Series (DLMS)-2, “Administration,” DLMS-9,
“Information Technology” and The Handbook for
Acquisition of Information Technology Resources.

In summary, DOL has been consistently criticized for
not exercising strong oversight in the IRM area. Several
important initiatives in policy and the overall structural
environment are being implemented in the Depart-
ment. However, in order to institutionalize these poli-
cies so they become a part of normal business practices,
DIRM must demonstrate effective oversight through
strong review and analysis of agency IRM activities.

DIRM Technical Assistance

Inresponse to OIG, OMB and GAO recommendations,
DIRM formed three work groups to develop depart-
mental policy on computer architecture, automated
information systems and security. OIG has provided
staff for two work groups: computer architecture and
automated information systems.

COMPUTER ARCHITECTURE

This work group has issued draft departmental policy in
a framework for information technology architecture.
Computer architecture is defined as plans which struc-
ture decisions for using information technology to
achieve stated goals and define relationships among
components. The overall architectural goal is to in-
crease DOL applications’ portability and integration by
using open systems and to improve data transfer and
sharing by using the Government Open Systems Inter-
connection Profile (GOSIP).

AUTOMATED INFORMATION SYSTEMS

This work group is developing departmental policy on
automated information systems including system devel-
opment and enhancement activities. The goal is to
adopt results-oriented system development practices
that ensure auditability of controls and security in DOL
automated information systems. The work group will
produce a draft policy, an implementation plan and an
outline for a handbook. The draft policy isbased onthe
PCIE Guide to Auditing for Controls and Security: A
System Development Life Cycle Approach.

POLICY ISSUANCE

While OIG did not participate in the security work
group, we have reviewed and commented on the draft
policy. DIRM anticipates issuing the draft security and
computer architecture policies in April 1988. The
automated information system policy will be released
for clearance in May 1988.

PCIE SYSTEM DEVELOPMENT
MONITORING PROJECT

DOL OIG acted as lead agency for a PCIE survey on
Inspectors’ General work in monitoring system devel-
opments. We analyzed the audit activities and findings
of the IGs and drew conclusions about IG system
development work during the period of October 1985
through August 1987

FINDINGS CATEGORIZED BY
SYSTEM DEVELOPMENT PHASE

MGMT INITIATIONDEFINITION DESIGN PRO/TRG EVAL/ACG INST/OP
DEVELOPMENT PHASE

B FINDINGS

The report, Auditing Computer Based Systems: In-
creased Involvement During Design and Development
Could Result In Improved Systems and Substantial Sav-
ings, summarized 195 major findingsin 97 reports. Our
analysis showed that approximately 50 percent of the
findings occurred either in the management of the
system development effort or in the initiation phase of
the system development life cycle.

Our analysis indicates that these findings parallel find-
ings by the DOL /OIG in two major DOL system devel-
opment efforts: ESA’s Federal Employees’ Compensa-
tion Act and PWBA’s Employee Retirement Income
Security Act (ERISA). Both these systems lacked
adequate project management and planning when initi-
ating the system development efforts.
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Chapter 2
OIG Issues the First Audited
Financial Statements for DOL

During this reporting period, OIG issued an audit
report on the fiscal year 1986 consolidated financial
statements of the Department. The Department is the
first cabinet-level agency to have an audit of its annual
financial statements and this is the first financial audit by
an Inspector General of an entire Federal department.
To highlight this accomplishment, the Inspector Gen-
eral participated with the Secretary to publish an annual
financial report for the Department which presents the
financial statements, graphic financial highlights and
supplemental financial information.

We have also audited the financial statements of the
three largest DOL agencies: the Employment and
Training Administration (ETA), the Employment
Standards Administration (ESA) and the Occupational
Safety and Health Administration (OSHA).

Each financial statement report contains the following
components required under generally accepted Gov-
ernment auditing standards: financial statements and
opinion; a report on internal accounting control; and a
report on compliance with laws and regulations.

In conjunction with the financial statement audits, we
issued separate reports on the internal controls of many
of the Department’s financial management systems.
This approach provides a comprehensive assessment of
the Department’s financial activities.

We plan to audit annually the financial statements of the
Department and selected program agencies and have
begun to compile and audit the financial statements of
major programs for fiscal year 1987.

Atthe program level, we compiled and are now auditing
the first financial statements for a major ETA program:
Job Corps. At the same time, we are auditing the
program output statistics. This process will ensure
reliable information on financial inputs and individual
program results.

Audited financial statements are an important tool for
improving financial management. We have strongly
endorsed legislation which would mandate audited fi-
nancial statements for all Federal agencies.

DOL CONSOLIDATED FINANCIAL
STATEMENTS

Financial Statements and Opinion

The consolidated statement of financial position and the
related statements of operations, changes in financial
position and reconciliation to budget reports for fiscal
year 1986 were audited. The statements provide a
summary-level financial report. Supplementary finan-
cial statements are presented for DOL’s eight program
agencies and for the various types of funds administered
by DOL.

In our opinion, the consolidated statement of financial
position fairly presents DOL’s financial position at
September 30, 1986, in conformity with Federal gener-
ally accepted accounting principles (GAAP), except for
the following qualifications:

--Accrued State and Federal unemployment insur-
ance taxes due from employers totaling $3.7 billion
were recorded based on actual tax collections from
the next quarter. The validity of this amount could
not be verified since neither ETA nor the individual
States find it practicable to maintain subsidiary
records for individual employers.

--Because subsidiary accounting records which
fully identify contractor or grantee advances were
not maintained, confirmation of individual account
balances was impossible and we were unable to
attest to advances to grantees of $685 million shown
on the statement of financial position.

--The liability of $1.1 billion in future FECA work-
ers’ compensation benefits was determined using
an actuarially unacceptable method.

Audit 